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3.0 Project Development and Implementation Issues

3.1 Panel4: Project Development

3.1.1 PanelChair:

Jan Hanirin— Hansen,McQuat,Hamrin& Rohde,San Francisco,CA

Presentationchartsfollow
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RegulatoryTreatment!
Utility Motivation

~

Cost recoveryissues
Shareholderincentives

‘~ Ownership structures
Utility role in renewabi
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“Besidesinvesting, merging, and expanding,
does anyone know how we can make a few bucks?”



“Besidesinvesting, merging,and expanding,

doesanyone know how we can make a few bucks?”
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New Utility Paradigm

~Greater emphasis on the environment
~Greater concern over future risks:

• Changing fuel costs
• Changing environmental regulations
• Changing utility structure

~More emphasis on what consumers want
and need

~Greater use of market forces
~More emphasis on energy services



New Utility Paradigm
~ . ;~. ..

GREATERFLEXIBILITY
CONTRACTING/INVESTMENTS

HEDGING STRATEGIES
PORTFOLIOS
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Acquisition Method

~Designto meetplanning goals
Start-upprograms

~ RD&D commercializationprogram
~Basicresourceacquisitionprogram
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Allocation of Resource
1 ~ Acquisition Risks
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~Forecasting

~Environmental

~Economic

~Technological



What are the advantages and disadvantages
of different ownership arrangements?

ISSUES AFFECTED BY OWNERSHIP:

ALLOCATION OF RISK

UTILITY MOTIVATION TO ACQUIRE RRs

RECOVERY OF COSTS BY UTILITY

INTEGRATION OF FUTURE ROLE OF UTILITY

ABUSE OF MONOPOLY POWER
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Resource/Siting

Ownership Models
~ 1 ~

TRADITIONAL UTILITY OWNERSHIP
RISKS: Construction

Technology

O&M

ADVANTAGES:

DISADVANTAGES: Ratepayer/Shareholder
Financial Risk
Technology Risk
Cost-Plus Ratemaking

Changed Envir. Regulation
Shareholder Benefits

Ratepayer



Ownership Models
NON-UTILITY OWNERSHIP
RISKS: Technology

Construction
Resource/Siting Developer
O&M
Changed Envir. Regulation

ADVANTAGES: Risk of Performance Transferred
To Developers

DISADVANTAGE: No Shareholder Benefits
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Hybrid Ownership Models
TURNKEY PROJECTS - BUILD OWN TRANSFER (BOT)
RISKS: Technology

Resource-Siting
Initial Performance Mixed
O&M

Changed Envir. Regulation

ADVANTAGES: Utility Gains Experience W/New
Technology

Reduced Technology Risks
Reduced Project Cost
Shareholder Benefits

DISADVANTAGE: Higher Performance Risk Than NUG Projects



Hybrid Ownership Models
BUY, OWN, OPERATEPTRANSFER-BOOT I

RISKS: Technology
Resource-Siting
Initial Performance Developer!
O&M Manufacturer
Changed Envir. Regulation

ADVANTAGES: Advantages of Non-Utility Contract
Shareholder Advantages

DISADVANTAGES: Terms/Conditions/Price Agreements
Complex

May Cost More
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Contract Issues

~ Financiability

‘~ Pricing certainty
~Paymentstreamflexibility
~Interconnectionissues
~Contractsanctity
~Curtailment/dispatchabilityissues
~As-deliveredcapacity

Length of contractterm



Resource Contracting

~Benefitsof StandardContract
termsandconditions
• Simplify negotiations
• Reduceuncertainty;improve financing
• Equity among participants
• Better gauge of potential
• Speed process
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Regulatory Treatment!
Utility Motivation

~Costrecoveryissues
~Shareholderincentives

Ownershipstructures
Utility role in renewables



Allocation of Resource
Acquisition Risks

~ J~4 S ~ ~

Forecasting

~Environmental

~Economic

~Technological
/1’
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What are the advantages and disadvantages
I ~ of different ownership arrangements?

ISSUESAFFECTED BY OWNERSHIP:

ALLOCATION OF RISK

UTILITY MOTIVATION TO ACQUIRE RRs

RECOVERY OF COSTS BY UTILITY

INTEGRATION OF FUTURE ROLE OF UTILITY

ABUSE OF MONOPOLY POWER



Ownership Models
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TRADITIONAL UTILITY OWNERSHIP
RISKS: Construction

Technology
Resource/Siting Ratepayer
O&M
Changed Envir. Regulation

ADVANTAGES: Shareholder Benefits

DISADVANTAGES: Ratepayer/Shareholder
Financial Risk
Technology Risk
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Ownership Models
...,i ~ ~

NON-UTiLITY OWNERSHIP
Technology
Construction
Resource/Siting
O&M
Changed Envir, Regulation

Developer

ADVANTAGES: Risk of Performance Transferred

To Developers

DISADVANTAGE: No Shareholder Benefits

SKS:



Hybrid Ownership Models
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TURNKEY PROJECTS BUILD OWN TRANSFER(BOT)
RISKS: Technology

Resource-Siting
Initial Performance Mix d
O&M e
Changed Envir. Regulation

ADVANTAGES: Utility Gains Experience W/New
Technology

Reduced Technology Risks
Reduced Project Cost
Shareholder Benefits

DISADVANTAGE: Higher Performance Risk Than NUG Projects
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Hybrid Ownership Models
2,27,,... 1 ~

BUY, OWN, OPERATE, TRANSFER BOOT
RISKS: Technology

Resource-Siting
Initial Performance Developer!
O&M Manufacturer
Changed Envir. Regulation

ADVANTAGES: Advantages of’Non-Utility Contract
Shareholder Advantages

DISADVANTAGES: Terms/Conditions/Price Agreements
Complex

May Cost More



Important Contract Issues
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~FinanciabiIity
~Pricing certainty
~Paymentstreamflexibility
~ Interconnection issues
~Contractsanctity

Curtailment/dispatchabilityiss
~As-deliveredcapacity
~Lengthof contractterm
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I, Resource Contracting
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~Benefitsof StandardContract
termsand conditions
• Simplify negotiations
• Reduce uncertainty; improve financing
• Equity among participants
• Better gauge of potential
• Speed process
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3.1.2 Panel Members:

DanChing—Hawaiian Electric Company (HECO)
Curt Maloy—New World Power (NWP)
Keith Avery—Zond Systems

PanelResponses

KeitbAve?y - ZondSystems

Mr. Avery reviewed the processof obtainingpermitsin Hawaii. Wind is
allowedin agriculturallyzonedland. It is, however,qualifiedby a 30’ height
limitation. Anything over 30’ requiresa public forum which basicallyinvolves
a variancehearing.

For land zonedfor conservationuse,a developermustobtain a
conservationdistrict usepermitwhich brings in the environmentalconcerns
suchasan environmentalassessmentandan environmentalimpactstatement
alongwith ampleopportunity for public participation.In addition, if your
project is locatedon landnearthecoast,this qualifies it asa special
managementareawhich brings in planningconcernsand the SpecialUse
Commission.

Participationof thepublic is critical and the majority of peoplein Hawaii
arefondof wind energyand look forward to it, accordingto Mr. Avery. In
Hawaii, therearemanyactivistsand intervenersso it is beneficialto your
projectthat you go out to theimpactedcommunity initially andspeakwith
them. Geta senseof their concernsandtry to adjustyour project to fulfill
theirneedsasbestyou can. If you do this, things will work easierand faster.

In closingMr. Avery encouragedparticipantsto considerexploringuses
for wind energyseparatefrom theutility interconnect,suchasutilizing wind
powerfor pumpingwaterandthe desalinationof waterfor Oahuand in a
futuristic sense,utilizing wind energyfor chargingelectric cars.
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Dan ChinR— Hawaiian ElectricPower

HawaiianElectric Co., along with its subsidiaries,Maui Electric Co. and
Hawaii Electric Light Co., recognizesthe developmentof a new utility
paradigmand is in theprocessof developinga new strategicplanthat

recognizesthe forcesdevelopingin the market.The planwill focuson: I
• customerneeds,

• corporateexcellencein providing quality service, I
new andchangingtechnologiesandtheir impacton the future,
and I

• energyserviceswhich will becomea largerportion of the utilities’

business.

Mr. Ching acknowledgedthe utilities recognitionof the movementaway

from a purely regulatoryenvironmentinto a marketdriven environmentwith
regulatoryoversight.Still, henoted, the utilities areconcernedwith: I

• the rate payer’sneeds,

• competitivecostsandkeepingthesecostsata reasonablelevel, and I
• maintainingexcellentservice.

Likewise, in thepower purchaseagreements,the utilities are concerned I
with, not just the needsof thepowerpurchaseproducers,but with the

interestsof theshareholdersand the rate payers.The utilities areconcerned
with costsbeing kept in line with avoidedcostsandconcernedwith the

reliability of service provided by thepowerproducers,he said.

For firm capacityproducers,the issueof reliability is especiallyimportant I
which is why, in powerpurchaseagreements,theutilities havesetstringent
standardsfor performance,written in liquidated damagesandsanctionsfor

non-performance.While requirementsin the powerpurchaseagreementsfor
as-availableproducersarenot as stringent,the utility is still concernedwith

safety requirementsbecauseof theneedto protect theutility systemsfrom I
damages,hesaid.

Mr. Chingstatedthat the utilities in Hawaii havehistorically been
supportiveof non-utility generatedpowerandcontinueto purchaseas-
availablepower from renewableenergysources,primarily powerfrom

bagasseenergyfrom the operationof sugarplantationson all three islands
(Oahu, Hawaii andMaui) as well as maintainingthe firm capacitycontract
with the H-power plant, a renewableenergyderivedfrom the burning of

municipalsolid waste.

I
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At the sametime, he added,the utilities areconcernedwith prudent
managementfrom a regulatoryperspectivebecauseall of ourpower
purchasecontractsmust beapprovedby the PUG.

“The PUG hastakena very activerole, especiallyin firm capacity
contractsandhaveinformedus that theywill re-lookat thesecontractsif
theythink we arenot administeringthem asprudentlyastheythink we
should,“he said.

The regulatorytreatmentfor non-fossil fuel producershasbeen
encouraging,accordingto Mr. Ching.Through a legislativeprocess,
minimumpurchaserateshavebeenestablishedfor renewabletechnology
sources.It works this way, if you area renewableenergysourceproducer
andyou cometo the utility with a proposal,theutility will pay the purchase
ratesbasedon the avoidedratesin effectat thetime the contractwas
approvedby thePUG.

“We view this asa definiteincentiveto renewableenergysources,”he
said in closing.

CuilMaloy- New WorldPower

Powerquality, an issuetouchedon in session2, is becomingincreasingly
importantin the contextof projectdevelopment,accordingto Mr. Maloy.

“Our ability to affect smallerconsumergrids is directly relatedto the
quality of ourproductin thenextgenerationof technology,”he said. “There
is no doubtaboutit, we haveto solve this problemby designingbetter
productsto eliminatethis key argumentandmakewind powermore
acceptableto theutilities.”

Mr. Maloy addedthat theindustry recognizesthis and is taking stepsin
theirdesignsto providebetterproducts.

Visual impactis an issue,Mr. Maloy believescanbe solvedthrougha
concertededucationeffort. Referencinga situationin PalmSpringsin which
New World Powerwas involved in thedevelopmentof a wind power
project, he illustrated how efforts at educatingcansuccessfullywork toward
eliminatingoppositionto wind power.

“We startedwith a small group,in the face of horrendousopposition,in
PalmSprings.For two and a half years,we providedbooksto schoolsand
madeourselvesavailableto servicegroupsandchambermeetings.We
eliminatedtheoppositionto suchan extentthat we endedup beingfought
overby threedifferent communitiesto annextheseareasto get a hold of the
propertytax revenues.They love us now,” he said.

3
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Dr. Hamrin addedthat in addition to education,careful siting andcareful
designcanalso help to eliminateoppositionand improvethe visual impact
of wind turbines.

Question:

Whatis thepanelsreactionto someofthealternativeowne~shi~
arrangementssuggestedinJanHamrin ‘spresentation?

Answer:

Curt Maloy - New WorldPower

FromNew World Power’s perspective,all of thesealternativeshave

potential.Thefact that therearea varietyof alternativesavailableis simply
going to makeit moreattractivefor theutilities to selectwhat typeof
projectsthey aregoing to want to provide for.

KeithAvely-ZondSystems I
Therewill be moreparticipationin thesealternativeswhenthe utility

overcomesits fears resultingfrom beingan early pioneerin wind energy,he
said addingthat the technologyhasadvancedsignificantly sincethen.

“There area lot of things we cando if bothsideswant to work together,”
hesaid.

Dan C’hing —HawaiianElectricCompany

Speakingon behalfof theutilities, Mr. Chingaddedthat they arealways I
opento newproposalsand will takea look at everyoneof them.

Question:

it looksasthoughsomeofthesealternativeownersh4)arrangementsmight
presentmorecomplicatednegotiations.Are thereanyexamplesofthesekinds
ofarrangementsthathavebeencompletedthat utilities anddevelopersmight
look toforguidance? I
Answer:

JanHamrin - Hansen,McQua!, Hainrin & Rohde I
Probablynonethat areavailable,Dr. Hamrinsaid noting that projects -

suchasthesehavebeencompletedbut areprobablynot public. I
Thekey is communicationbetweenwilling partnerswho canclarify their

needsin sucha way that an agreementis designedto cover, asmuchas
possible,thesituationsthat needspecialconsideration.

I
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Dr. Hamrindepictedthe standardcontractasa fall backmechanismfor
situationswhereyou wantbring a lot of poweron rapidlyandyou want to
expediteit, and/orpeopledon’t havea lot of experienceor needto have
somethingto fall backon if negotiationsfail. -

With that in mind, you still haveyour basiccontractand it is just some
variationson someaspectin it. It is a matterof finding a dealthat fits both
parties.

Question:

Whatisyourassessmentofthetypeofprojectsbeingnegotiatedin which
curtailmentis an issueandthepotentialforfinancing thesetypesofprojects?

Answer:

JanHainrin - Hansen,McQua!, Hamrin & Rohde

A financeablecontractis a contract in which a financial institutioncan
anticipatetheworstcasescenarioand still finance it, Dr. Hamrinexplained.
With that in mind, if you haveanagreementthat givesyou the optionto
curtail at any time, thenthat kind of arrangementis not financeable.

However,if you haveanagreementwhereinyou havean optionthat
specifiesthe maximumamountof time eligible for curtailment(i.e. 600
hours)or if you havea goodtrack recordandhavedatato showhow
probablecurtailmentis andthefrequencyof curtailments,thenyou can
determinethe impact, shesaid.

The morespecific theutility canbe aboutthe situationunderwhich
curtailmentcanbe invoked,the more likely you will be ableto financesuch
an agreement,betterdesignyour project anddetermineits economic
feasibility. The issueis anopen-endedliability versussomethingthat is
manageableand predictable.

CurtMaloy - New WorldPower

The bottom line accordingto Mr. Maloy, is if you cannotquantify the
issueof curtailmentthenyou will lose everybody’sinterestquickly.

Question:

What is thepresentprice ofavoidedcostsfor Hawaiian ElectricCompany
on Oahu?
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Answer: I
Dan Chin,g - Hawaiian ElectricCompany

This quarter,I believe it is about3½~perkwh. I
Question:

Underthenewstrategyplan beingworkedout by thelocal utilities, are
avoidedcostsbeingredesignedto accountfor theexternalitiesthatarebeing
discussedat thevariousIRPmeetingsin orderto givea bettereconomic I
pictureof theactualpriceperkWh?

Answer:

Dan (‘hing - Hawaiian ElectricCompany

Currently,thereis an avoidedcost docketbeforethe PUG. Perhapssome I
of thequestionsyou areraisingheremaybe broughtup at thesehearings
but we will haveto see.

Question: I
In the ‘BOOTscenario”outlined in Dr. Hamrin~cpresentation,whatkind

ofa timeframedoyou envisionfor theoperatIonaiperüdbeforeyou turn it I
overto theutility?

Answer: I
JanHa;nrin - Hansen,McQuati, Hamrin & Rohde

It dependsupon thesituation.It dependsupon what the risk is that the I
utility perceivesor that it is trying to mitigateby theoriginal developer
operatingthe project. It is a matterof agreementbetweenthe two partiesto
meetthe needsof both, sheexplained.

In general,it is bestto give enoughtime for the project to getthroughits
initial shakedown andto havesomekind of a track record.Probablya
minimumof two yearsof resourcecycles is neededto give a betterideaof
resourceavailability and theO&M costsof operating.Beyondthat, it I
depends.If it is too long a time period, you don’t haveasvaluablean asset
to transferto the utility ratebase.Whereas,if it is too shorta time period,
you may not havemitigatedthe risksof the technologyor the resourcethat I
the utility is worried about. - I
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